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Report of Independent Accountants

To the Board of Directors and
Stockholders of FinancialOxygen, Inc.

In our opinion, the accompanying statement of financial condition presents fairly, in all material
respects, the financial position of FinancialOxygen, Inc. at December 31, 2001, in conformity with
accounting principles generally accepted in the United States of America. This financial statement is
the responsibility of the Company’s management; our responsibility is to express an opinion on this
financial statement based on our audit. We conducted our audit of this statement in accordance with
auditing standards generally accepted in the United States of America, which require that we plan and
perform the audit to obtain reasonable assurance about whether the statement of financial condition is
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the statement of financial condition, assessing the accounting principles
used and significant estimates made by management, and evaluating the overall statement of financial
condition presentation. We believe that our audit of the statement of financial condition provides a
reasonable basis for our opinion.

The accompanying statement of financial condition has been prepared assuming the Company will
continue as a going concern. As described in Note 1, the Company has incurred losses and generated
negative cash flows from operations and will require additional financing. These factors raise
substantial doubt about the Company’s ability to continue as a going concern. The statement of
financial condition does not include any adjustments that might result from the outcome of this
uncertainty.

KoglufhsolZogo W

January 31, 2002 - ‘ o




FinancialOxygen, Inc.
Statement of Financial Condition
December 31, 2001

Assets

Current assets:
Cash and cash equivalents
Accounts receivable
Prepaid expenses and other assets

Total current assets
Property and equipment, net

Total assets

Liabilities, Mandatorily Redeemable Convertible Preferred
Stock and Stockholders’ Deficit
Current liabilities:

Accounts payable

Accrued expenses

Deferred revenue

Total current liabilities
Commitments and contingencies (Note 10)

Mandatorily redeemable convertible preferred stock:
17,500,000 shares authorized and designated as:
Series A, 1,837,500 shares issued and outstanding
(liquidation preference of $735,000)
Series B, 10,028,609 shares issued and outstanding (liquidation
preference of $14,254,664)

Total mandatorily redeemable convertible preferred stock

Stockholders’ deficit:
Common stock, $0.001 par value; 50,000,000 shares authorized;
8,612,000 shares i1ssued and outstanding
Warrants
Accumulated deficit

Total stockholders’ deficit

Total liabilities, mandatorily redeemable convertible
preferred stock and stockholders’ deficit

The accompanying notes are an integral part of this financial statement.
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§ 2,198,771
607,432
110,764

2.916,967
767,235

$ 3,684,202

$ 284,335
124,096
458,367

866,798

712,091
7,924,609

8,636,700

8,612
5,120
(5,833,028)

(5,819,296)

§ 3,684,202




FinancialOxygen, Inc.
Notes to Statement of Financial Condition

1. Nature of the Business

FinancialOxygen, Inc. (the “Company”) was incorporated in Delaware on November 17, 1999 and
commenced operations in January 2000. The Company was formed to design and develop capital
markets software and trading marketplaces to connect financial institutions with middle market
customers. The Company offers two different products — BankOxygen, which represents a trading
marketplace for wholesale investment products and PrivateOxygen, licensed software applications
that allow a financial institution’s clients to execute transactions in a web-enabled environment.

The Company is a broker-dealer registered with the Securities and Exchange Commission (“SEC”),
and is a member of the National Association of Securities Dealers, Inc. (“NASD”). The Company
provides an on-line marketplace for its customers to execute securities transactions. The Company
does not handle or maintain securities in its physical possession nor does it maintain customer
accounts as all transactions for accounts of customers are cleared through another broker-dealer on a
fully disclosed basis.

During the year ended December 31, 2000, the Company was considered a development stage
company since it had devoted substantially all of its efforts to business planning, research and
product development, recruiting management and technical staff and raising capital. During 2001,
the Company commenced operations and began earning revenue. Consequently, the Company is no
longer considered a development stage company.

The Company’s financial statements have been prepared assuming the Company will continue as a
going concern. The Company has incurred losses and negative cash flows from operating activities
since inception and has relied primarily on equity capital to support its operations. Management
expects costs to exceed revenues during 2002. The Company will require additional financing to
reach profitability. These factors raise substantial doubt about the Company’s ability to continue as
a going concern. These financial statements do not reflect any adjustments that might result from the
outcome of these uncertainties.

2. Summary of Significant Accounting Policies

Use of estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and the disclosure of
contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ
from those estimates.

Risks and uncertainties

The Company is subject to all of the risks inherent in an early stage business operating in the
software and Internet services industries. These risks include, but are not limited to, a limited
operating history, limited management resources, dependence on the development of
marketable software and services and the changing nature of the marketplace. Failure by the
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Company to anticipate or to respond adequately to technological developments in its industry,
changes in customer or supplier requirements or changes in regulatory requirements or
industry standards, or any significant delays in the development or introduction of products or
services, could have a material adverse effect on the Company’s business and operating
results.

Cash and cash equivalents

The Company considers all highly liquid investments with an original or remaining maturity
of three months or less at the date of purchase to be cash equivalents. Cash equivalents are
stated at amortized cost plus accrued interest, which approximates fair market value. Cash
equivalents consist primarily of money market instruments and short-term corporate
commercial paper. At December 31, 2001, the balance of cash equivalents amounted to
$1,854,548. At December 31, 2001, money market funds are held at one financial institution
and are in excess of FDIC insured limits.

Fair value of financial instruments

The carrying amounts of the Company’s financial instruments, which include cash
equivalents, accounts receivable, accounts payable and accrued expenses approximate their
fair market values due to their short maturities.

Concentrations of credit risk and significant customers

Financial instruments, which potentially expose the Company to concentrations of credit risk,
consist primarily of trade accounts receivable and cash equivalents. The Company performs
ongoing credit evaluations of its customers within the context of its industry and maintains
reserves for potential credit losses on customer accounts when deemed necessary. At
December 31, 2001, one customer accounted for 85% of the outstanding accounts receivable.

Property and equipment

Property and equipment are recorded at cost and depreciated over their estimated useful lives
using the straight-line method. Upon retirement or sale, the cost of assets disposed of and the
related accumulated depreciation are removed from the accounts and any resulting gain or
loss is credited or charged to income. Repairs and maintenance costs are expensed as
incurred.

The Company classifies its costs to develop its internal use software, including the software
used to provide services on its on-line marketplace platform, between three stages: the
preliminary project stage, the application development stage and the operation stage. Costs
incurred in the preliminary project and operation stages are expensed. The qualifying direct
internal costs and external costs related to the project during the application development
stage are capitalized and amortized over the software’s expected useful life, generally two
years.

Costs incurred in the design, creation and maintenance of content, graphics and user interface
of the Company’s website are expensed as incurred in accordance with the provisions of SOP
98-1, Accounting for the Cost of Computer Software Developed or Obtained for Internal Use,
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and Emerging Issues Task Force (EITF) 00-2, Accounting for Website Development Costs.
External direct costs of material and services, internal payroll related costs and other
qualifying costs incurred in the development of application and infrastructure of the website
are capitalized and amortized over the useful life of two years.

The Company periodically evaluates the recoverability of its long-lived assets in accordance
with Statement of Financial Accounting Standards (“SFAS”) No. 121, Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed Of.

Software development costs

Costs associated with the development of computer software to be sold, leased, or otherwise
marketed are expensed as product and technology costs until establishment of technological
feasibility. Thereafter, significant software development costs are capitalized until the
software is generally available. Capitalized costs are amortized on the straight-line basis over
the estimated product life or on the ratio of current year revenues to the product’s total
estimated revenues, whichever is greater. To date, the period between achieving
technological feasibility, which the Company has defined as the establishment of a working
model, and typically occurs when the beta testing commences, and the general availability of
such software has been simultaneous. Therefore, software development costs qualifying for
capitalization have not been significant to date and have not been capitalized.

Revenue recognition

BankOxygen is an on-line marketplace where buyers and sellers are brought together to trade
wholesale financial products. BankOxygen revenue is derived primarily from transaction fees
for executing trades in this on-line marketplace and is recorded as transaction fee revenue.
Transaction fee revenue is recognized as investment product transactions are executed.

PrivateOxygen revenue is derived primarily from two sources: (i) software development and
license revenue, derived primarily from software licenses to major financial institutions, and
(11) service revenue, derived primarily from providing support, maintenance, training and
consulting services. Revenue from software licenses is recognized upon execution of a
contract and completion of delivery obligations, provided that no uncertainties regarding
customer acceptance exist, price is fixed and determinable and collection of the related
receivable is probable and recorded as software development and license revenue. Services
revenue from support and maintenance services is recognized ratably over the contractual
period. Revenue from training and consulting services is recognized as the related services
are performed.

Generally, the Company has vendor specific objective evidence of fair value for the support
and maintenance element of software arrangements based on renewal rates for maintenance in
future years as specified in the contracts. In such cases, the Company defers the maintenance
revenue at the outset of the arrangement and recognizes it ratably over the period during
which the maintenance is to be provided, which normally commences on the date the software
is delivered and fully installed. When there is no vendor specific objective evidence of fair
value for the maintenance element, revenue for the entire arrangement is recorded ratably
over the contractual period.
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As the Company's license contracts involve significant implementation or customization
essential to the functionality of the Company's software product, software development and
license revenue, excluding the maintenance element describe above, is recognized using
contract accounting in accordance with the provisions of FASB Statement of Position
(“SOP”) 81-1, Accounting for Performance of Construction Type and Certain Production
Type Contracts.

Stock-based compensation

The Company accounts for stock-based employee compensation arrangements under the
intrinsic value method and complies with the disclosure provisions of SFAS No. 123,
Accounting for Stock-Based Compensation. Under the intrinsic value method, compensation
cost is recognized based on the difference, if any, on the date of grant between the fair value
of the Company’s common stock and the amount an employee must pay to purchase the stock.

The Company accounts for non-employee stock-based awards in which goods or services are
the consideration received for the equity instruments issued in accordance with the provision
of SFAS No. 123 and EITF No. 96-18, Accounting for Equity Instruments that are Issued to
Non-Employees for Acquiring, or in Conjunction with Selling, Goods or Services.

The Company amortizes deferred stock-based compensation recorded in connection with
certain stock option grants over the vesting periods of the related options consistent with the
method described in Financial Accounting Standards Board Interpretation (“FIN) No. 28,
Accounting for Stock Appreciation Rights and Other Variable Stock Option or Award Plans.

Advertising costs

Advertising costs are charged to operations as incurred.

Income taxes

Income taxes are accounted for using the asset and liability method. Deferred tax assets and
liabilities are recognized for the future tax consequences attributable to differences between
the financial statement carrying amounts of assets and liabilities and their respective tax bases
and operating loss and tax credit carryforwards. Deferred tax assets and liabilities are
measured using enacted tax rates expected to apply to taxable income in the years in which
those temporary differences are expected to be recovered or settled. The effect on deferred
tax assets and liabilities of a change in tax rates is recognized in the Statement of Operations
in the period that includes the enactment date. A valuation allowance is recognized for
deferred tax assets to the extent it is more likely than not that some portion or all of the
deferred tax asset will not be realized. Income tax expense is comprised of taxes payable or
refundable for the current period plus the change during the period in deferred tax assets and
liabilities.

Recent pronouncements

In July 2001, the Financial Accounting Standards Boards, or the FASB, issued Statement of
Financial Accounting Standards No. 141, Business Combinations, or SFAS No. 141, and
Statement of Financial Accounting Standards No. 142, Goodwill and Other Intangible Assets,
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or SFAS No. 142. SFAS No. 141 revises accounting treatment for business combinations
requiring the use of purchase accounting and prohibiting the use of pooling-of-interests
method for all business combinations initiated after June 30, 2001 and broadens the criteria
for recording intangible assets separate from goodwill for all business combinations
completed after June 30, 2001. SFAS No. 142 revises the accounting for goodwill and other
intangible assets by not allowing amortization of goodwill and establishing accounting for
impairment of goodwill and other intangible assets. SFAS No. 142 will be effective for fiscal
years beginning after December 15, 2001. There will be no impact from the adoption of
SFAS No. 142 on the financial statement.

In October 2001, the FASB issued Statement of Financial Accounting Standards No. 144,
Accounting for the Impairment or Disposal of Long-Lived Assets, or SFAS No. 144. SFAS
No. 144 supercedes SFAS No. 121 and applies to all long-lived assets including discontinued
operations and consequently amends Accounting Principal Board Opinion No. 30, Reporting
the Results of Operations — Reporting the Effects of Disposal of a Segment of a Business.
SFAS No. 144 is effective for financial statements issued for fiscal years beginning after
December 15, 2001. The Company has not yet determined the impact adoption of SFAS

No. 144 will have on the financial statement.

3. Property and Equipment
At December 31, 2001, property and equipment consisted of:

Computer equipment $ 333,477
Furniture and fixtures : 140,843
Software 559,466
1,033,786
Less - accumulated depreciation and amortization (266,551)
§$ 767,235

Net internal use software development costs capitalized within software in property and equipment
were $364,678 at December 31, 2001.

The Company capitalized $426,726 of internal use software development costs during the year ended
December 31, 2001.

During August 2001, the Company made a significant upgrade in its Bank Oxygen platform. Asa
result, the Company determined that certain of its previously capitalized internal use software
development costs were no longer realizable and the Company wrote off $239,655 of unamortized
capitalized costs to cost of revenue.

4. Convertible Promissory Notes and Detachable Warrants

In October 2000, the Company issued subordinated convertible promissory notes with detachable
warrants in the amount of $507,041. The notes provided for an interest rate of 10% per annum and
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were convertible into Series B preferred stock upon completion of the closing of the Series B
preferred stock financing. Upon the issuance of Series B mandatorily redeemable convertible
preferred stock on December 12, 2000, a principal balance of $234,014 plus accrued interest of
$3,976 were converted into 344,912 shares of Series B mandatorily redeemable convertible preferred
stock. The remaining balance of $278,104 of principal and accrued interest was repaid in cash. A
beneficial conversion feature of $5,120 was recorded in connection with the conversion of the
promissory notes to preferred stock.

The warrants issued to the holders of the convertible promissory notes entitled the holders to
purchase 152,112 shares of common stock. The warrants were recorded at $5,120 and reflected as a
discount to the convertible promissory notes. The discount was accreted to the principal of
convertible promissory notes as interest expense before conversion to Series B mandatorily
redeemable convertible preferred stock. The fair value of the warrants was calculated at $5,172
using the Black-Scholes option pricing method with the following assumptions: dividend yield at
0%; volatility of 80%; contractual option term of 5 years; fair value of underlying of $0.10; and risk
free interest rate of 5.24%. These warrants are exercisable at $0.05 per share and expire on
December 13, 2005.

5. Mandatorily Redeemable Convertible Preferred Stock

The Company’s Articles of Incorporation, as amended, authorize the Company to issue 17,500,000
shares of preferred stock, 2,000,000 being designated as Series A Mandatorily Redeemable
Convertible Preferred Stock (“Series A”) and 15,500,000 being designated as Series B Mandatorily
Redeemable Convertible Preferred Stock (“Series B”).

In February 2000, the Company issued 1,837,500 shares of Series A at $0.40 per share. Issuance
costs of $30,338 were deducted from proceeds.

In December 2000, the Company issued 10,028,609 shares of Series B at $0.69 per share. Issuance
costs of $47,053 were deducted from proceeds.

In connection with the offering of Series B, the Company granted warrants to purchase 4,830,916
shares of Series B at an exercise price of $0.69 per share. The fair value of these warrants was
determined using the Black-Scholes model with the following assumptions: fair value of the
underlying Series B of $0.69; risk free interest rate of 6.06%; contractual option term of 6 months;
no dividends during the term; and volatility of 80%. The estimated fair value of these warrants
amounted to $782,808. Based on the relative fair value of the warrants and the Series B shares, the
warrants were recorded at $700,568. In December 2000, in connection with the issuance of Series B
with warrants, the Company recorded a dividend of $700,568 related to the beneficial conversion
feature of the Series B shares issued.

The warrants expired unexercised on June 30, 2001. As a result, the $700,568 warrant balance was
reclassified to additional paid-in capital in 2001.
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Voting rights

The holders of the preferred stock are entitled to vote, together with the holders of common
stock, on all matters submitted to stockholders for a vote. Each preferred stockholder is
entitled to the number of votes equal to the number of shares of common stock into which
each preferred share is convertible at the time of such vote.

Dividends

The holders of the Series A and Series B stock, in preference and priority to the holders of
any other capital stock of the Company, are entitled to receive, when and as declared by the
Board of Directors and out of funds legally available, noncumulative for Series A and
cumulative for Series B dividends at an annual rate of 6% per each outstanding share of the
original issue price of $0.40 and $0.69 for Series A and Series B, respectively (as adjusted for
any stock dividends, combinations or splits with respect to such shares). No dividends have
been declared or paid to date.

Liquidation preference

In the event of any liquidation, dissolution or winding up of the Company, whether voluntary
or involuntary, the holders of Series B are entitled to receive, prior and in preference to any
distribution of the assets of the Company to the holders of Series A or common stock by
reason of their ownership, an amount equal to the sum of $1.38 for each share of Series B
plus all accrued but unpaid dividends, whether or not declared, with respect to such shares.
After payment to the holders of Series B, the holders of Series A are entitled to receive, prior
and in preference to any distribution of the assets of the Company to the holders of common
stock by reason of their ownership, an amount equal to the sum of $0.40 for each share of
Series A plus all declared but unpaid dividends with respect to such shares. The remaining
assets, if any, are to be distributed ratably to the holders of common stock. A liquidation
event is defined as including a merger or reorganization or the sale of all or substantially all
of the Company’s assets.

If, upon the occurrence of a liquidation event, the assets and funds distributed among the
holders of the convertible preferred stock are insufficient to permit the payment to such
holders of the full preferential amount, then the entire assets and funds of the Company
legally available for distribution are to be distributed ratably among the holders of the
convertible preferred stock, in proportion to the preferential amount each such holder is
otherwise entitled to receive.

Conversion

Each share of preferred stock, at the option of the holder, is convertible at any time into a
number of fully paid and non-assessable shares of common stock as determined by the
conversion rate. The initial conversion rate of Series A and Series B to common stock is 1:1.
In April 2000, the Board of Directors authorized a 2:1 stock split for common stock and
effectively changed the conversion rate of Series A to common stock to 1:2. The conversion
rate is subject to adjustment as discussed in the anti-dilution provisions.
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Shares of the convertible preferred stock will automatically convert into shares of common
stock, based on the then-effective conversion price, at any time upon the earlier of the
affirmative vote of the holders of at least 51% of the respective preferred series, or
immediately upon the closing of a firmly underwritten public offering, pursuant to an
effective registration statement under the Securities Act of 1933, as amended, covering the
offer and sale of common stock for the account of the Company in which the per share price
is at least $1.60 and $2.76 per share and the aggregate proceeds to the Company (after
deduction for underwriters’ discounts and commissions) exceed $15,000,000 and $25,000,000
for Series A and Series B, respectively.

Redemption

Each holder of the Series B may require the Company to redeem all or less than all of the
shares of Series B held by such holder on January 10, 2005. Upon satisfaction of the
redemption requirement with respect to Series B, the Company shall redeem, from any source
of funds legally available thereafter, the Series A in one installment on January 28, 2005. The
Company effects each respective redemption by paying in cash in exchange for the shares of
the respective preferred stock to be redeemed a sum equal to $1.38 for each share of Series B
plus all accrued but unpaid dividends, whether or not declared, and $0.40 for each share of
Series A plus all declared but unpaid dividends with respect to such shares. The amounts
redeemable in January 2005 for Series B and Series A are $15,569,415 and $735,000,
respectively. The value of the Series B and Series A shares will accrete to the redemption
value over the redemption period using the effective interest method. During the years ended
December 31, 2001 and 2000, the Company recorded accretion to the redemption value for
the preferred shares of $1,680,526 and $79,391, respectively. Of those amounts, $415,184
and $22,750 related to the cumulative undeclared dividend on the Series B shares.

If the Company does not have sufficient funds legally available to redeem all shares of each
preferred series to be redeemed at the Redemption Date, then the Company shall redeem such
shares ratably to the extent possible and shall redeem the remaining shares as soon as
sufficient funds are legally available.

At December 31, 2001, Series B stockholders have subordinated their redemption rights to the
extent required for the Company to maintain its minimum net capital as defined by SEC Rule
15¢3-1 (see Note 11).

In consideration for the subordination of Series B stockholder’s redemption rights, the
Company has agreed to incorporate a wholly-owned subsidiary (the “subsidiary™) and transfer
all broker-dealer services provided by the Company, inctuding all accounts and assets, to the
subsidiary no later than September 30, 2002.
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Anti-dilution provisions

The conversion price of the convertible preferred stock is subject to adjustment to prevent
dilution in the following events:

a) the Company issues additional shares of common stock at a purchase price less than the
then-effective conversion price, provided, however, that without triggering anti-dilution
adjustments, the Company may issue to directors, officers, employees or consultants shares
of common stock that are reserved for issuance under the 2000 Stock Option/Stock
Issuance Plan with a maximum of 2,375,000 shares of common stock or in connection with
a declaration of dividends or other transactions which are approved by the Board of
Directors; and '

b) the Company issues options or convertible securities or fixes a record date for the
determination of holders of any class of securities then entitled to receive any such options
or convertible securities.

6. Common Stock

The Company’s Articles of Incorporation, as amended, authorize the Company to issue 50,000,000
shares of common stock.

Restricted stock

During 2000, the Company entered into stock restriction agreements with certain common
stockholders. Pursuant to these agreements, the Company has the right, but not the
obligation, to repurchase the unvested shares of common stock upon termination of
employment at the original purchase price per share. Shares subject to these agreements vest
either over a four-year period beginning with the date of the agreements or over a three-year
period commencing February 9, 2000, subject to certain acceleration provisions. At
December 31, 2001, the aggregate number of shares of common stock subject to repurchase is
4,310,066.

11
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7. Income Taxes

The tax effect of significant carryforwards and temporary differences that give rise to net deferred
income tax assets at December 31, 2001 are as follows:

Deferred tax assets:

Net operating loss carryforwards $1,643,000
Deferred revenue 190,000
Others 41,000
Property and equipment 27,000
Research and experimentation credit 145,000
2,046,000
Deferred tax liabilities:
Property and equipment -
2,046,000
Valuation allowance (2,046,000)
Net deferred tax assets b -

Due to the uncertainty surrounding the realization of the favorable tax attributes in future tax returns,
the Company has placed a valuation allowance against its net deferred tax assets at December 31,
2001.

At December 31, 2001, the Company has net operating loss carryforwards of approximately

$4.2 million for federal and state income tax purposes. These federal and state carryforwards expire
in varying amounts beginning 2020 and 2010, respectively. In addition, the Company has $75,000
and $70,000 of federal and state research and experimentation credits that expire in 2020.

The Company’s ability to utilize its net operating loss and credit carryforwards to offset future
taxable income may be subject to restrictions attributable to equity transactions that result in changes
in ownership as defined in the Tax Reform Act of 1986. These restrictions may limit, on an annual
basis, the Company’s future use of its net operating loss carryforwards and research and
development tax credit carryforwards.

8. Stock Option/Stock Issuance Plan

In 2000, the Company adopted the 2000 Stock Option/Stock Issuance Plan (the “Plan”) under which
2,375,000 shares of the Company’s common stock were reserved for issuance to employees,
directors and consultants.

The Plan provides for issuance of a proprietary interest in the Company in the form of common stock
and incentive and nonqualified stock options. Incentive stock options (“ISO”) may be granted only
to Company employees (including officers and directors who are also employees). Nonqualified
stock options (“NSO”’) may be granted to Company employees, consultants, independent contractors
and advisors.

12
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The Board of Directors determines the period over which options become exercisable, however,
except in the case of options granted to officers, directors and consultants, options shall become
exercisable at a rate of not less than 25% per year over four years from the date the options are
granted. The exercise price of incentive stock options and non-statutory stock options shall be no
less than 100% and 85%, respectively, of the fair market value per share of the Company’s common
stock on the grant date. If an individual owns stock representing more than 10% of the outstanding
shares, the price of each share shall be at least 110% of fair market value, as determined by the
Board of Directors. The term of the options is 10 years.

The following table summarizes the activity of the Company’s stock option plan:

Weighted
Options Number of  Average
Available Options Exercise

for Grant Outstanding Price

January 1, 2000 - - $ -
Reserved ‘ 2,375,000 - -
Granted (75,000) 75,000 0.05
Exercised - - -
Cancelled - - -
December 31, 2000 2,300,000 75,000 $0.05
Granted 2001 (707,000) 707,000 0.10
December 31, 2001 1,593,000 782,000 $0.10

The following table summarizes information about stock options outstanding at December 31, 2001:

Options Outstanding Options Exercisable
Weighted Weighted Weighted
Range of Average Average Average
Exercise Number Remaining Exercise Number Exercise
Price Outstanding  Contractual Life Price Exercisable Price
§ 0.05 75,000 8.6 $ 0.05 25,513 $ 0.05
.10 707,000 9.2 10 35,664 .10
782,000 61,177

The weighted average fair value of options granted to employees for the years ended December 31,
2001 was $0.02.
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The fair value of options at the grant dates was estimated using the minimum value method with the
following assumptions:

December 31,

2001
Expected life (years) 4
Risk-free interest rate 4.54%-4.94%
Dividend yield . 0.00%

9. Related Party Transactions

The Company’s outside legal counsel is a stockholder of the Company. Accounts payable due to the
~ legal counsel totaled $1,087 and $21,073 at December 31, 2001 and 2000, respectively.

Two of the investors in the Company’s Series B shares are Bank Oxygen customers. At
December 31, 2001, accounts receivable included $39,249 and $7,920 due from these related parties.

10. Commitments and Contingencies

The Company leases its office space and certain office equipment under noncancelable operating
leases. The Company currently lease its office space on a month to month contract. The Company
has good relations with the landlord. However, if the Company were forced to vacate the office
space there is no assurance that the Company could find similar adequate office space at a similar
monthly rate, if at all.

11. Regulatory Requirements

The Company is subject to the SEC Uniform Net Capital Rule (SEC Rule 15¢3-1) which requires the
maintenance of minimum net capital, as defined, equal to the greater of $5,000 or 6-2/3% of
aggregate indebtedness, as defined. SEC Rule 15¢3-1 also requires that the ratio of aggregate
indebtedness to net capital shall not exceed 15 to 1. At December 31, 2001, the Company had net
capital of $568,246, which was $462,987 in excess of the amount required of $105,259. The
Company’s ratio of aggregate indebtedness to net capital was 2.78 to 1.

12. 401(k) Savings Plan

During 2001, the Company established a defined contribution savings plan under Section 401(k) of
the Internal Revenue Code. This plan covers substantially all employees who meet minimum age
and service requirements and allows participants to defer a portion of their annual compensation on a
pre-tax basis. Company contributions to the plan may be made at the discretion of the Board of
Directors. To date there were no contributions made to the plan by the Company.
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